ABSTRACT:-The main objective of this study was to establish the determinants of profitability in the insurance sector in Kenya. In spite of the sector recording significant growth in gross written premium during the period 2010 to 2014, the state of profitability remained a matter of concern. Low solvency and liquidity ratios could mean that the financial health of the sector was in doubt. Hence, the sector's ability to meet both short-term and long-term financial commitments and obligations could be called into question. Moreover, this could be an indicator that while companies endeavoured to expand their market shares, they gave little attention to profitability objectives. So, it was important to identify the determinants of profitability in the insurance sector. This study was an attempt to explore factors that had direct significant influence on the companies' profitability for the period 2014 and 2015. The study drew the sample of the study from 10 insurance companies out the possible11 composite insurance companies. Qualitative primary data was collected using questionnaires administered through a combination of judgemental and snowball sampling methods and the response rate achieved was 65% (or 28 respondents out of the possible 43). Quantitative secondary data was obtained from annual financial statements of the insurance companies and the success rate achieved was 90.9% (or 10 companies out possible 11). Collected data was processed and analysed by descriptive statistical techniques such as frequency distribution tables, descriptive summary statistics, and scatter plots derived with the help of Statistical Package for Social Sciences (SPSS version 20) to explain the nature and extent of relationship between the dependent variable, profitability, and the independent variables: claim costs, commission expenses, reinsurance costs, and market penetration. From the Ordinary Least Squares (OLS) econometric regression analysis, the research study demonstrated that the independent variables were important and significant predictors of profitability ratio by 90.1% which implied that on a one to one relationship between the variables, the regression model was very well defined and that linearity between the dependent and independent variables existed at a significant level. The study established that claims costs, reinsurance cost, and market penetration were negatively related to profitability whilst commission expenses were positively related to profitability.
INTRODUCTION
1.1 Nature of the problem The state of profitability in Kenya's insurance sector was a matter of concern. The insurance sector had been growing progressively at annual average of 20.3 percent between 2010 and 2014. However, in the same period, profitability had declined by annual average of 13.1 percent. This had caused apprehension about profitability and the general shape of financial wellbeing of the insurance sector. Macro environmental factors such as interest rates, inflation, consumer tastes and preferences, technology, fraud, non-traditional competition from banks, and controlled investment opportunities all weighed down heavily on the sector. Within the micro environment, intensive price competition, escalation of claims costs, fraud, low penetration, and high reinsurance costs all had negative impact on profitability. Consequently, it was necessary for insurance companies to show eagerness to better understand the determinants of profitability in order to create sustain and preserve the ability to deploy available resources profitably in their trading activities to mitigate the risk of insolvency.
Previous studies
Profit and profitability are sometimes used interchangeably but, in real sense are not synonyms (Mahboob, 2015) [1] have attracted scholarly attention for many years. And without exception, scholars and researchers alike agree that profitability is the lifeline for "for-profit" organisations and may be used as a tool for measuring the success of economic objectives, social objectives and managerial efficiency. But still, there was no consensus on the best common tools of evaluating and measuring profitability and to that extent rendered the process to wide discretion and subjectivity.
II. RESEARCH PROBLEM
The state of profitability in Kenya's insurance sector was a matter of concern. A close scrutiny of the companies' annual financial statements revealed that solvency and liquidity ratios were low which pointed to poor financial health in the sector. Profitability was a key financial performance measure and yet there was no absolute consensus on the tools of measuring it. Previous empirical studies concerning the subject matter had employed Return On Assets (ROA) and Return On Equity (ROE) as preferred proxies for evaluating financial performance. However, both proxies were indirect measurements which had no relationship with the profit function, P=TR -TC. So, these proxies could only explain profitability but could predict it (Popper, 1959 ) [10] . Current practice had yet to embraced claims costs, commission expenses, reinsurance costs, and market penetration as direct tools of measuring profitability. The concern was elevated by the fact that in the five years between 2010 and 2014, the combined (life & general) gross written premium grew by 20.3%; earnings from investments and other income increased by 6.5%; assets increased by 16.3%. The incurred net claims increased by 25.8%; commissions increased by 21%; reinsurance premium ceded out increased by 26.6%; and liabilities increased by 15.6%.; but, combined profitability before taxation decreased by 13.1%.
To reverse this downward trend in profitability and maintain high returns on investors' equity, assets and high solvency and liquidity ratios, players in the sector would have to understand how to measure profitability more objectively than it was presently. The long-term survival of the sector in general and in particular, of individual firms would depend on how effectively companies set out their plans for and implementation of profitability objectives. The sector contributed between 2.95 per cent and 3.44 per cent to national economy but, in relation to other main sectors, insurance was small. However, in the entire economy there was no other sector that could play its role. For that reason, while industry players sought to better understand the factors that influenced profitability, the sector should be protected against adverse elements in the micro and macro environments which impacted negatively on profitability.At the moment, the methods of evaluation appeared to have failed to establish exactly how the proxies influenced profitability hence the persistence of low solvency and 1.3 Objectives of the study The general objective of the study was to establish the determinants of profitability in the insurance sector in Kenya focusing on composite companies, thus, those lisenced to transact both life and general business. The study would specifically seek to:
i. Evaluate how claims costs affected profitability. ii.
Examine how commission expenses influenced profitability. iii.
Establish how reinsurance costs influenced profitability. iv.
Assess how market penetration influenced profitability.
Research Questions
The study would seek to answer the following questions: i.
What was the effect of claims costs on profitability? ii.
What was the effect of commission expenses on profitability? iii.
What was the effect of reinsurance costs on profitability? iv.
What was the effect of market penetration on profitability?
2.6
Conceptual Framework
III. METHODOLOGY
This study was primarily an econometric research and therefore, the researcher employed econometric research methodology and analysis procedures in particular, Multiple Regression in order to achieve three important goals: first, to prove or disprove current results of empirical studies regarding profitability; second, to derive, estimate and specify a profitability model for insurance sector and third, to verify and evaluate the forecasting or predictive power of the specified model. Both content and quantitative data were analysed to construct frequency distribution tables and compute relevant measures of central tendency and standard deviations of the distributions. Furthermore, the data were summarized in descriptive statistics in order to interpret the findings. The researcher used the OLS econometric method of multiple regression analysis on descriptive data to generate numerical values of the specified independent and dependent variables which were expressed in error relationship to settle the mathematical form, Y = f (X) and the expected coefficients of X values in order to substantiate the research problem. This would assist the researcher to confirm that observed data fitted into the estimated profitability model and hence made it possible: to interpret descriptive data; to make statistical inferences about economic phenomena, profitability, of the entire sector; and to present the results of research.Assuming that other factors remained constant during the period of study, it would be possible to relate the variables and confirm if they had any direct influence on the profitability of insurance companies. Through multiple regression techniques, the best combination of predictors (independent variables) of profitability would be determined. The r statistic or Pearson product movement correlation coefficient and t-statistic of observed sample results would be derived to measure the strength and direction of linearity between the variables and their statistical significance respectively. Thus, what was the ratio of variation to the total variation in Y explained by linear relationship between X and Y? In addition, it would assist in finding the proportion of variation ( 1 Loss Ratio Incurred Net Claims / Net Earned Premium*100 X 2 Commission Ratio Commissions Paid/Gross Written Premium*100 X 3 Reinsurance Premium Ratio
Reinsurance Premium Paid / Gross Earned Premium*100 X 4 Market Penetration Ratio Company's Gross Written Premium/Market Gross Written Premium*100
This study preferred the OLS econometric multiple regression method because it would help determine the extent and distinct level of influence each independent variable X 1 , X 2 , X 3 and X 4 had in predicting Y since it was assumed that the variables were normally distributed and would, therefore, help in achieving the outcome contemplated in the Conceptual Framework.
IV. RESEARCH FINDINGS

Profitability of the insurance companies
The study investigated the profitability ratio of the insurance companies and the results were as exhibited in Table 4 .1. Table 4 .1 reveal that profitability ratio for the year 2014 averaged at 9.767 while that of 2015 averaged at 11.057 which is an indication of improved performance by 13.21%. It can also be observed that some insurance companies recorded negative profitability ratios during the year 2014 and 2015 as shown by the minimum values. For both minimum and maximum profitability ratios, insurance companies recorded better profitability ratios in year 2015 compared to year 2014. This is an indication that the companies have a positive trend in profitability though at a slow pace. Further, it can be observed that there exists a large disparity in profitability ratio among the companies. This disparity is manifested in the large standard deviations for both year 2014 (sd=9.215) and year 2015 (sd=9.213). Dispersion for the two years remained almost the same with only 0.01% change. This implies that companies that had been performing poorly remained on the poor performance path while good performers continued performing well. Therefore, it means that non-price driven competition within the insurance sector in Kenya is very low hence innovation and creativity are probably insignificant or non-existent.
Loss Ratio
The study collected data on incurred claims (paid claims + reserves for outstanding claims) by insurance companies for the business written (risks accepted) during the years 2014 and 2015. Results in the Table 4 .3 show that loss ratio for the year 2015 (m=54.93) was higher than that of year 2014 (m=51.668) representing 6.33% increase. An increase in loss ratio is a dreadful representation of the performance of insurance companies since it usually meant that previous gains in profitability are wiped out by the incurred claims. However, there was a significant reduction in disparity as far as loss ratio is concerned. This implies that insurance companies that made significant losses in 2014 posted improved results pulling closer to those that had posted lower losses. The Association of British Insurers (2007) [11] stated that if the loss ratio was above 1 or 100 per cent then the insurance company was unprofitable and in poor financial health because it would be paying out more money in claims than money received in premiums; and, if ratio was 0.20, or 20 per cent then the company was considered profitable and in excellent financial health. Indeed, Burca and Batrinca (2014) [7] argued that even though underwriting risk had a strong negative influence on the insurers' profitability, it was the best way of measuring the stability and effectiveness of the insurers underwriting activities.It can, therefore, be explained that the insurance companies in Kenya had not been operating profitably at a combined ratio of 82.44% excluding reinsurance and market penetration activity costs. The study further sought to investigate the relationship between loss ratio and profit ratio among the insurance companies. The Scatter 1.
. The scatter plot shows that there existed a negative relationship between loss ratio and profit ratio in the insurance sector. This implies that an increase in loss ratio led to a reduction in profit ratio, a precarious situation and a threat to long-term survival of insurance companies. Companies should pay greater attention to what Taleb (2001) [9] termed as The Black Swan Events phenomenon that showed the possibility to expect the impossible or improbable which cause significant negative consequences; thus, justifying the view that business forecasting largely on the basis of past events experience alone offered limited predictive power and scope. The relationship is shown in Table 4 .4. .076 N 10 10
Results in Table 4 .4 show that loss ratio was negatively related to profit ratio (r= -0.585), an implication that loss ratio was a negative predictor of profitability of insurance companies. However, the negative influence of loss ratio on profit ratio was not statistically significant (p=0.076>0.05) at 95% confidence interval. This implies that though loss ratio was a negative predictor, its effects of profit ratio may not be weighty in isolation. However, when asked to rate the extent of the impact of claims costs on the profitability of the insurance companies, the findings established from respondents were as shown in Table 4 .5. The study examined the operational costs incurred by the insurance companies to establish whether they had a significant influence on the profitability. Table 4 .6 exhibits the results. From the results, it can be demonstrated that insurance companies incurred more operational costs (m=27.5160) in the year 2015 than in the year 2014 (m=25.952). This may be a negative reflection of the insurance sector's level of efficiency; it may also imply that companies were incurring high operational expenses due to utilizing outdated or inappropriate methods and means of prospecting and generating business revenue; hence overall income might be strained by expenditures on redundant operating systems. However, it is also possible to improve profit ratio through prudent increase of operational expenses. The relationship between operational costs and profitability of the insurance companies is shown in Fig. 4 .2. 2 Scatter plot on operational expenses and profit ratio The Scatter plot shows that profit ratio increased with increase in operational expenses. This implies that despite increasing expenses, the insurance companies still managed to increase their profit ratios. Furthermore, this scenario shows that insurance companies can make wise decisions that capitalize on available opportunities until the point when the law of "Diminishing Marginal Productivity" sets in. Table 4 .7 exhibits the significance of this relationship. It can be observed that though operational expenses influenced profit ratio positively (r=0.231), the relationship was not statistically significant (p=0.521>0.05) at 95% confidence interval. This implies that changes in operational expenses did not lead to obvious changes in profit ratio of Kenyan insurance companies for the period under study.
Determinants of Profitability in the Insurance
Commission Expenses
Commission expenses are mostly incurred by insurance companies through payments made to sales and marketing teams, agents and insurance brokers. The study investigated the variable to determine whether it had significant influence on profit ratio. Table 4 .8 displays the results of the descriptive statistics analyzed from the records of commissions paid by the insurance companies under study for the specified period. It can further be observed that commission expenses for year 2015 were higher (m=13.072) than that of year 2014 (m=12.724). At the same time, the disparity among the insurance companies increased by 14.77% within the same period, a suggestion that the gap is widening within the insurance sector as far as commission expenses are concerned. The relationship between commission expenses and profit ratio is shown in the Fig. 4.3 . Figure 4 .3 Scatter plot on commission expenses and profit ratio The Scatter plot illustrates that commission expenses led to increased profit ratio which implies that the more the insurance company spends on agents, brokers and sales and marketing teams, the higher the profitability ratio. The study further sought to examine whether investing in agents, sales and marketing teams and insurance brokers alone had significant relationship with profit ratio among the insurance companies. At 95% confidence interval, there was a moderate positive relationship between commission expenses and profit ratio (r=0.565). However, the relationship was not statistically significant (p=0.089>0.05). This implies that commission expenses alone may not affect profit ratio significantly, though the effect could be amplified or trivialized by considering the effects of other variables in this study. The inclusion of OLS regression model will present a clearer effect of all the independent variable including the commission expenses on the profit ratio.
Reinsurance Costs
Reinsurance cost or premium is another important factor that can affect the profit margin of the insurance companies. The study examined the records of reinsurance premiums paid by insurance companies during year 2014 and 2015. The results were as shown in Table 4 .10 The results show that reinsurance premium for the year 2014 exceeded that of 2015 by 5.92% which is actually a decline. However, considering the minimum and maximum reinsurance premium values, it can be explained that insurance companies that paid low reinsurance premium in 2014 reduced it further by 53.64% in 2015 while those who paid huge premium in 2014 increased further by 16.32% in 2015. Furthermore, the standard deviations increased by 11.94% during the same period, an indication that the gap that existed among the insurance companies with regard to reinsurance premium continued to widen in 2015. In fact, the study identified two insurance companies whose reinsurance premiums appeared to defy conventional logic which anticipates that: as the insurance company's market share increased, the need for reinsurance protection hence reinsurance premium also increased in proportional terms and the reverse was also true. However, in the case of the two companies, one company increased its market share by 74% and yet its reinsurance premium ratio declined by 69%; while in the case of the second company, its market share declined by 24% and yet its reinsurance premium ratio increased by 16%. These distortions may point to a bigger underlying problems regarding: the quality of business underwritten by insurance companies; their pricing strategies and discipline in the market; the type and structure of reinsurance treaties they purchased; and finally the insurance companies' loss ratios. The study further explored the relationship between payment of reinsurance premium and profit ratio as displayed in Fig. 4 .4.
Figure 4.4 Scatter plot of reinsurance premiums and profit ratio
The Scatter plot shows that reinsurance premiums are negatively related with profit ratio according to the data collected from the insurance companies under study. This implies that increased reinsurance premiums lowered profit ratio. The significance of this effect is demonstrated in Table 4 .11. .033 N 10 10 *. Correlation is significant at the 0.05 level (2-tailed).
At 95% confidence interval, the correlation was found to be moderately strong with r= -0.673 and p=0.033<0.055 which is statistically significant. This implies that reinsurance premium alone would reduce profit margins significantly unless other factors come into play as will be observed in the regression model. The study further explored market share of different insurance companies to establish the trend between year 2014 and 2015 and also to establish if it affected profit ratios significantly. Table 4 .12 displays the descriptive statistics collected from the selected insurance companies. The market share reduced by 14.61% from year 2014 to 2015, which implies that insurance companies were either facing competition from other non-traditional organizations that were not initially offering insurance services such as the banks or lost their business to bigger companies in the market or both current and potential customers opted to be self-insured. At the same time, the dispersion reduced by 14.36%, an indication that insurance companies that had low market share improved their position in the market to catch up with the ones that had bigger share in 2014. The relationship between market share and profit ratio is as shown in Fig. 4 .5. Fig. 4 .5 demonstrate that market penetration (or share) of the insurance companies was negatively related to profit ratio; this implies that insurance companies needed to increase their market share in order to improve profitability. Further, it implies that their current market share was disadvantageous to their financial health. The significance of this relationship was as shown in Table 4 .13. Table 4 .13 shows that the Pearson correlation (r= -0.447) was not statistically significant (p=0.195>0.05) at 95% confidence interval but, it implies that though market share led to negative profitability ratio especially as market share tended to increase, its effects may not be significant when considered in isolation. 3.28675 a. Predictors: (Constant), market share, reinsurance premium ratio, commission expenses, loss ratio From the model summary, it can be shown that market share, reinsurance premiums ratio, commission expenses and loss ratio predict profitability by a margin of 90.1% represented by the value of R-square. Further, it can be observed that other factors beyond the scope of this study predicted profit ratio by 9.9%. Nevertheless, the variables under this study had higher prediction level than previous studies cited in literature review which indicates that the study focused on relevant determinants of profitability in insurance sector. Predictors: (Constant), market share, reinsurance premium ratio, commission expenses, loss ratio It can be explained that market share, reinsurance premium ratio, commission expenses and loss ratio significantly predicted profit ratio (p=0.01<0.05) at 95% confidence interval. Therefore, it illustrates that it was not by sheer chance that these variables affected profitability of insurance companies in Kenya. Moreover, the results show that the OLS regression model was very well defined and that the linearity between the independent and dependent variable existed at significant level. threshold to influence profit ratio of the insurance companies under study. However, a unit increase in loss ratio would reduce profit margin by 0.341; a unit increase in reinsurance premium would lead to 0.13 a reduction in profit ratio and a unit reduction in market share would reduce the profit ratio of insurance companies by 0.482. This implies that insurance companies should monitor these variables carefully while encouraging more expenses on agents and sales marketers in order to improve their profitability. The relationship between brokers and agents was considered to be a very important non-price factor which helped with regard to: creating demand for insurance products and services, maintaining insurance companies' visibility, facilitating price discovery, spreading product information, and filing knowledge gaps between sellers and buyers. In fact, the Chartered Insurance Institute and Ernest Young (2012) reported that 80% of profitable insurance companies in the UK were those that worked with brokers.
Market Penetration
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V. CONCLUSIONS
The general objective of the study was to establish the factors that determined profitability in composite insurance companies in Kenya. Specifically, the study was to evaluate how claims costs, commission expenses, reinsurance costs, and market penetration influenced profitability. The study findings were that the independent variables influenced profitability up to significant level of 90.1% and therefore, are proven to be more effective tool of predicting and measuring profitability. At 95% confidence interval, the p value (p=0.01<0.05) was statistically significant. The findings showed R-square value of 0.901which proved that claims costs (coefficient = -0.341), commission expenses (coefficient = 1.779), reinsurance costs (coefficient = -0.13), and market penetration (coefficient = -0.482) were important predictors of profitability in insurance sector. At 95% confidence interval, the total direct (or 1 to 1 relationship) effects of the coefficients of determination of independent variables accounted for 90.1% of all variations in the dependent variable, profitability. Only 9.9% of variations could be explained by factors either outside the scope of this study, scope of data, measurement errors or random disturbances caused by omitted variables. With specific reference to omitted variables, when operational (management) expenses were introduced to the model the R-square value changed to 0.941 at 95% confidence interval. Though not statistically significant (p=0.521>0.05) at 95% confidence interval, management expenses influenced profitability ratio positively (r=0.231). So, each variable in the model was well supported in terms of strength and direction of linearity between the variables. The R 2 (0.901) signifies that: 90.1% of the observations are explained by the model; 9.9% of the observations were not explained by the model or were accounted for by the error term; 90.1% of dependent variable was explained by the independent variables; and finally, the model was a good one because of the small differences between observed data and the data predicted by the linear model. Therefore, the dataset obeyed basic assumptions and created a reliable relationship between the variables as illustrated by the parameter estimates. The estimated model could be accepted as a superior alternative to ROA and ROE for predicting profitability of the insurance sector.Although some of the previous studies cited in the literature review had partly investigated research questions i and iv, that is, variables X 1 (loss ratio or underwriting risk) and X 4 (market penetration) they had not fully resolved the research problem. Because, concerning the relationship of loss ratio to ROA and ROE, the proxies for profitability, Mwangi and Murigu (2015) [12] established a positive relationship (coefficient = 0.026); Dey and Bardhan (2015) [6] established a significant positive relationship (coefficient = 1.059); Burca and Batrinca (2014) [7] established a significant negative relationship (coefficient = -0.101678); Maeri and Aemiro (2013) [8] established a negative relationship (coefficient = -0.1787326); Boadi et al (2013) [3] established a positive relationship (coefficient = 0.34); and Malik (2011) [9] established a negative relationship (coefficient = -0.047). The findings of this study about the nature of relationship of loss ratio to profitability was in agreement with studies by Burca and Batrinca (2014) [7] , Maeri and Aemiro (2013) [8] and Malik (2011) [9] . However, the point of departure was that in this study, the evaluated independent variables that had a direct bearing to the Total Cost component of the profit function while ROA and ROE had no relationship with it at all. But, the positive coefficients for incurred claims loss ratio in the studies by Mwangi and Murigu (2015) [12] , Dey and Bardhan (2015) [6] , and Boadi et al (2013) [3] were rather confusing if unusual occurrence and could only mean that the insurance company received claims notifications, put up reserves (costs) on them and did not make any payments out. Nevertheless, at the close of the year the companies adjusted the reserves downward or closed off a number of claims which ended in a positive movement reflected in the financial statements. Otherwise the anticipated relationship between loss ratio and profitability was always negative.
With regard to research questions ii (variable X 2 -commission expenses), the results showed an increase by 2.73% from 2014 to 2015 and an increase in disparity by 14.77%. This meant that the gap in commission expenses among insurance companies had widened. Insurance companies continued to pay out all forms of incentives to business intermediaries in the effort to increase top line (or market share) apparently without much regard to the impact of contribution by specific distribution channels to profitability. The moderate positive relationship to profit ratio (r=0.565, table 4.9) needs to be checked by insurance companies for sustainability in the medium-term and long-term.
Concerning research question iii (variable X 3 -reinsurance costs), results of a comparison between year 2015 and year 2014 shows a decline of 5.92% but, the disparity among insurance companies increased by 11.94%. The study observed two insurance companies with curious if unconventional movements in their reinsurance cost schedules. At 95% confidence interval, the correlation between reinsurance costs and profitability was moderately strong (r= -0.673) and was statistically significant (p=0.033<0.055). This implied that an increase in reinsurance costs alone would cause significant decline in profitability unless other factors came into play. Finally, examination of the four variables in the research objectives confirm that: the specified econometric model not only addressed the original research problem substantially by illustrating that the estimated model was very well defined and that linearity between the independent and dependent variables existed at significant level but also suggested its superiority over the ROA and ROE approaches adopted in previous studies. Therefore, the short-term and long-term implications of the results are that the specified model could be a better alternative device to the problem of evaluating and measuring profitability in the insurance sector.
Recommendations
In view of the above research findings, results and conclusions, the following recommendations were made. 5.4.1 Recommendations for Improving this StudyInitially, it was hoped that the research study would collect a larger sample size (5 years from 2011 to 2015) of qualitative data but there were challenges of time and completeness of data. Future research, based on expanded dataset could be necessary. The benefit of this would be helping improve the predictive power, validity, and reliability of the estimated OLS econometric regression model developed by this study.
Recommendations for Future Research
The following recommendations are offered for related research in the field of insurance awareness, education, and socio-economic relevance and previous studies.This study provides a basis for concluding that while there were mixed findings regarding the effects of consumer education, personal income, price of product, brand reputation, company size, and convenience of access to products, it was clear that all of them contributed in varying proportions. Therefore, their real statistical significance ought to be established. The benefit of this could be aiding development of a unique model for evaluating market penetration as tool for measuring the state of sector development. Results of three previous studies cited in literature review with regard to claims loss ratio established a positive relationship to profitability. Such result is rather confusing and unusual occurrence. The anticipated relationship between loss ratio and profitability should always be negative, thus, a unit of increase in incurred claims ratio, causes a decline in profitability ratio. Therefore, the findings in the studies of: Mwangi and Murigu (2015), Dey and Bardhan (2015) , and Boadi et al (2013) ought to be verified. The benefit of this would be a basis to clear the vagueness that may now exist in the body of empirical knowledge.
Recommendations for Insurance Companies
The population demographics are in permanent state of change. A series of longitudinal studies, based on this model to investigate and establish the true drivers of market penetration will be necessary. A credible data base containing vital statistics (age, education, profession, occupation, income, and family size) of past and current consumers of insurance products and services should be built up. The benefit of this is that public awareness and education initiatives would now be targeted at specific groups based on need.
At 95% confidence interval, the OLS econometric regression model summary demonstrates that claims costs, commission expenses, reinsurance costs, and market penetration are important and significant predictors of profitability upto 90.1%. Adoption of the model as a standard tool for forecasing, implementing, evaluating, and measuring profitability in their companies is recommended. The benefit of this approach will totally eliminate the possibility of corrective but, reactive steps and actions that are usually taken after the event. Considering the findings regarding the influence of claims costs and market penetration of profitability, overwhelming majorities of respondents representing 61 percent and 58 percent respectively stated that those variables strongly influenced profitability. A company that was growing but in limited market space and depth or vice versa, was unlikely to contain its claims costs. Therefore, business planners should of necessity incorporate claims costs and market penetration ratios in their planning templates. The benefit of this would help companies to appreciate the reality that growth opportunities were not an unlimited phenomenon. So, based on other unique considerations they must select optimal market share ratio. Results and findings have shown a wide gap in commission expenses among insurance companies. Indeed, between 2014 and 2015 figures the disparity is very high (14.77%). The reporting criterion for commission expenses ought to be reviewed, simplified, and reported as an autonomous item. The benefit of this would be helping companies to appreciate the true impact of this business cost and its sustainability. Results have shown that reinsurance costs, though bearing a moderate positive relationship to profitability has the most significant singularly influence on profitability. Therefore, insur-
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DOI: 10.9790/0837-2110011024 www.iosrjournals.org 23 | Page ance companies should review the architecture of their reinsurance treaties to ensure that they directly respond to the risk profiles, actual capacity needs, realistic business growth aspirations, relative stable markets offering the capacities, and appropriateness of prevailing costs. The benefit of this is to ensure that the companies' reinsurance costs are proportionate to the risks reinsures are exposed to.
With regard to claims settling record in the sector, the majority of respondents representing 71% stated that it was average which is condemnation bearing in mind the basis of recommendation 3 above. Therefore, insurance companies must rise to the challenge of earning intimate confidence of consumers through products and service that are relevant and reliable to the promise of financial security. The benefit of this would be to increase the company's market shares due to repeat sales and enduring customer loyalties.
Recommendations for Policy Makers and Regulators
The estimated OLS econometric regression model has superior prediction power, validity, and reliability relative to ROA and ROE. The regulatory authority should issue a policy guideline requiring all sector players to adopt it as a standard tool for evaluating and measuring profitability in the insurance sector. The benefit of such action would be to totally eliminate current discretion and subjectivity about how profitability is measured and expressed in the financial statements.This study has established the determinants of profitability in the insurance sector. So, the Insurance Regulatory Authority should fund necessary research initiatives aimed at unraveling at main causes underlying: low market penetration ratio to GDP; and the perpetual low solvency and liquidity ratios in the industry. The benefit of this would be: identifying market barriers hindering sector growth and contribution to national economy; resolving solvency and liquidity challenges for healthier financial condition and long-term sector survival which is not necessarily guaranteed by higher capitalization requirements. The practice of reporting commission expenses as the sum of commissions paid and commissions received from reinsurers was erroneous; commission paid to business distributors was a direct expense while reinsurance commission received was an optional income at negotiated rates but was subject to profitable performance of the reinsurance treaty. The two should be treated as autonomous items. The benefit of this is to help insurance companies recognize in their financial statements the actual impact of commission expenses.
Even though solvency and liquidity ratios are functions of claims costs, the regulatory authority has generally addressed claims settling ability and performance as a consumer protection issue rather than a structural or systemic challenge. A change of approach should foresee a fine balance between consumerism and the need to preserve insurance industry collective need commercial freedom, innovation, and economic development for the greater good of GDP. Most insurance companies and even the regulator report commission expenses item within the general management expenses heading. Therefore, isolating the data can be a tedious exercise. However, it was shown that though operational (management) expenses influenced profit ratio positively (r=0.231) the relationship was not statistically significant (p=0.521>0.05) at 95% confidence interval. So, taken in isolation it implies that changes in operational expenses did not lead to observable changes in profit ratio. In this regard, more variables should be added to this model to compare the results.
